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A storming success? 
 

The Met Office recently announced that it is to invest £97m in a new ‘supercomputer’ at its South West 

office to improve weather forecasting and modelling. This is thirteen times more powerful than the 

current system and is expected to reinforce the UK’s position as a world leader in weather and climate 

prediction. As we all know, we Brits do like to talk about the weather!      
 

Which got us thinking. The stock market sometimes behaves in the same way to companies as 

holidaymakers do to the great British weather. This is usually caused by an unexpected outcome such as 

rain on a sunny day or sun on a rainy day or perhaps un-seasonal weather such as hailstones or a freak 

snow storm in summer.  
 

The same is sometimes true with company results announcements. If results are expected to be poor 

and the outcome is not as bad as feared, a share price can jump in a relief rally. This can be even more 

extreme if hedge fund managers have called it wrong and rush to close short positions. Conversely, 

sometimes results can be very good but because the share price has moved up in advance of the results 

in anticipation of a good outcome, aspirations may have become too demanding and a share price can 

fall. As some ‘old hands’ say ‘sometimes it can be better travelling than arriving’. 
 

Is this all bonkers? Yes, as although equity investing is supposed to be about taking the long term view, 

the stock market can be very short term in its mentality. Company management teams must watch their 

share prices in disbelief sometimes given how the City can re-act to particular results announcements.     

   

We generally tend to use any material unwarranted setback in a company’s share price on what we 

consider to be good news as a long term buying opportunity. We are not worried about one day’s rain as 

long as it’s a nice summer! We like management teams that make hay while the sun shines but can 

equally cope with the stormy conditions that inevitably come along from time to time.    
 

What are we watching this week? 

 

 All eyes were on Vienna and the OPEC meeting which decided not to cut oil production despite 

the significant fall in oil prices which saw Brent oil subsequently drop by over 10% to a new 4 year low of 

under $68. Oil shares were marked down sharply and there has already been profit warnings in the oil 

services sector from Petrofac and Sea Drill. However, ‘every cloud has a silver lining’ and lower oil prices 

should help the global economy. The $30 drop in oil prices in the last few months could boost developed 

economies by up to 1.5% and China by 2%. The fall in oil prices will not be good however for the Russian 

economy.      
 

Besides other things, 2014 is looking like it will be remembered as the year of the global mega-merger 

or possible mega- merger as some deals did not quite make it over the line. In the UK, BT Group 



announced it is in talks to acquire either the EE or O2 wireless operators for about £10bn. In the Financial 

sector, insurers Aviva and Friends Provident announced outline terms for a possible £20bn merger.  
 

 In the UK, the tightening of lending criteria together possibly with political concerns ahead of the 

2015 General Election led to a 3% month-on-month drop in October mortgage approvals, but a 15% drop 

year-on-year. Apparently, if you are over 40 don’t   bother attempting to get a mortgage! Halifax predicted 

a further moderation in house price growth nationally to between 3%-5% in 2015 due to the prospect of 

interest rate rises. UK Q3 GDP was unrevised from the first estimate of 0.7% but concerns remain about 

the sustainability of the upswing with caution about consumer spending without a significant pick-up in 

wage growth. The UK saw Black Friday sales with Tesco predicting bigger sales than Boxing Day. It is 

called Black Friday after the US experienced travel chaos and shoppers fighting. Not surprisingly police 

were called to numerous UK shopping locations to control shoppers.     
 

 In Europe, Mr Draghi is still making the right noises about firing his QE big bazooka but appears to 

have encountered problems with the instruction manual. German Bundesbank head Weidmann has 

warned about legal obstacles that may still exist to the ECB making direct purchases of sovereign bonds 

and this was re-iterated by another ECB council member. The ECB vice –president also signalled that any 

programme of ‘full blown’ QE would not be launched before the end of 2014. Just to cheer everyone up 

the OECD warned that the euro area may be falling into a stagnation trap. Greek 10 year bond yields 

moved back above 8% on stalled talks between Athens and its international creditors on winding up the 

bail- out programme. Poor economic data and fears of deflation saw German 10 year bond yields drop 

below 0.7% for the first time.       
 

 In the USA, third quarter GDP came in ahead of expectation at 3.9% driven by consumer spending 

which accounts for 70% of GDP. Consumer confidence has been supported by a robust housing market 

with the Case-Shiller index showing prices in 20 leading US cities were up 4.9% year –on-year. We await 

news of how this translates into Thanksgiving Black Friday sales in the USA. However, a flurry of pre-

holiday data hinted at a possible ebbing in the economic momentum with consumer spending in October 

expanding only moderately. Durable goods data, which tends to be a reliable but volatile lead indicator 

of business investment, dropped for a second straight month. 
 

 In Asia, China’s official manufacturing data fell to a new eight month low in November.  

Japan saw mixed data with industrial production ahead of expectation in October but inflation remained 

at 0.9%, well below the BoJ 2% target. 
 

Finally, here is the weather forecast…...…. USA likely to remain warm and sunny, UK warm with occasional 

drizzle, Japan brightening but China cloudy with the chance of rain, possibly heavy in places. Middle East 

continued thunder and lightning. Russia frosty, with the rest of Europe foggy due to a cold front from the 

east while hopes of a warm front moving in from the west have been blocked by hot air over Germany. 

The outlook for global equity markets in 2015 is therefore like packing a suitcase for your summer 

holiday, be prepared for anything! 

 
If you wish to discuss any aspect of this newsletter, please do not hesitate to contact us. 
 

Further information about Alpha Portfolio Management, our products and services, please visit www.alpha-

pm.co.uk or email info@alpha-pm.co.uk.  Alternatively, you can call us on 0117 203 3460. 
 
This publication is for informational purposes only and should not be relied upon. The opinions expressed here represent analysis by an Alpha Portfolio 

Management representative at the time of preparation and should not be interpreted as investment advice.  

 

You should seek professional advice before making any investment decisions. The past is not necessarily a guide to future performance. The value of shares 

and the income from them can fall as well as rise and investors may get back less than they originally invested. Any tax reliefs referred to are those currently 

applying. Tax assumptions may change if the law changes and the value of tax relief will depend upon individual circumstances. All estimates and prospective 

figures quoted in this publication are forecast and are not guaranteed. Alpha, its associate companies and/or their clients, directors and employees may own 

or have a position in the securities mentioned herein and may add to or dispose of any such securities. The sender does not accept legal responsibility for 

any errors or omissions, in the context of this message, which arise as a result of internet transmission or as a result of changes made to this document after 

it was sent.  
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